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Strong start 
for 1956 
indicated by 


end of year showing 
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INTEREST RATES ON GOVERNMENT SECURITIES 


SINCE 1954, the yields on short-term debt instruments (represented by Treasury- 
bill yields above) have climbed to the highest level in more than 20 years; yields on 
long-term securities—while higher now than a year ago—remains substantially below 
the peaks established in 1953. The ‘spread’ between short and long-term yields has 
narrowed greatly in the past year. 


; HE FINAL PAGE in 1955’s economic calendar is 

; T ow history and even most optimists failed to an- 

ticipate that the record written during the year 
would be so spectacular. 


Three major developments during the past 12-month 
| period stand out as important factors in boosting the 
| district’s economy to near-peak levels for the year in 
' spite of the troublesome farm price situation. First— 
and most important—is crop output, which was the 
second largest on record, with livestock marketings 
_ topping any year on record. Second, output from the 
_ district’s mines and factories was unusually high—iron 
| ore shipments through Lake Superior ports, for ex- 
ample, were some 40 percent larger compared with 

year, which reflects the tremendous demand for 
steel. Third, total new construction has topped all 
previous performances. 


The impressive economic record at the year’s end, 
indicates that enough momentum has been generated 
to push the new year off to a strong start. Although 
the new year will get off to a strong beginning, there 
are present a number of uncertainties which may at 
least slow down the sharp upward trends of recent 
months. 


There are the uncertainties associated with the stead- 
ily deteriorating farm price and farm income situation. 
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Actually, farmers up to now have 
been maintaining purchases at a 
high level, in part by heavy bor- 
rowings on both long and short 
term security. The current rate of 
farm buying cannot be maintained 
indefinitely unless farm incomes 
stabilize or improve. If incomes 
decline further, farmers eventually 
must buy fewer goods and services. 


There are uncertainties associated 
with the strength and likely dura- 
tion of inflationary forces in the 
economy. Today’s monetary policy 
seeks to hold these forces in line. 
New car sales and new home con- 
struction especially may soon feel 
the tighter pinch of the credit re- 
straint program which was started 
in late 1954. 


That some credit restraint is de- 
sirable and necessary is a logical 
conclusion in a period when almost 
all plants and equipment are in full 
use and prices and wages tending to 
rise. One effect of the current credit 
policy is illustrated by the chart on 
the first page, which shows the un- 
usually sharp advance in recent 
months in interest rates on short 
term securities. 


This much can be said about the 
year-end economic situation in the 
Ninth district, pending some of the 
final statistics that will not be fully 
available until early in 1956: 


e Bank loans, mortgages and con- 
sumer credit ... at a new peak of 
activity; 

e Personal savings in banks and 


building and loan associations 
... establish a new high; 


e Spending, as measured by bank 
debits and department store sales 
. .. above all previous levels; 


e Electric energy output... at a 
new high; 


e The labor market . . . extremely 
tight in spite of some seasonal lay- 
offs in construction work; 


e Inventories of grain and livestock 
... the highest ever in late 1955. 
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Current conditions... . 


Following are summaries that highlight 
the current economic scene in the Ninth district: 


New car sales 
improve 


N EW PASSENGER-CAR sales picked 
up in the latter half of Novem- 
ber from the relatively poor show- 
ing made in the first half of the 
month. In the latter period the num- 
ber of new cars registered in the 
Twin Cities by purchasers (exclud- 
ing those registered by dealers) was 
up 21 per cent. 


In this district new car sales in 
1955 did not rise as sharply as in the 
more industrialized regions of the 
nation. In the first ten months, sales, 
as measured by registrations in the 
four states of Minnesota, Montana, 
and the Dakotas, were up 16 per- 
cent from the same period of last 
year. In comparison, sales in the in- 
dustrialized states of Michigan and 


INCREASE IN CAR REGISTRATIONS 


First 10 months 1955 as percent 
of first 10 months 1954 


MICH, MONT, WIS. S.DAK, MINN, N,OAK, = U.S, 
Source: AUTOMOTIVE NEWS 


Wisconsin rose by 60 percent and 
44 percent respectively. Sales in the 
nation rose over twice the district 
rate, or by 36 per cent. 


It is of special interest to note 
that new car sales have risen signifi- 
cantly in this district as the year 
progressed. In North Dakota, for 
example, over twice as many cars 
were sold in September as in Febru- 
ary. Sales in the first half of 1955 
were actually below those for the 
first half of the preceding year. In 
the other district states, the trend 
was similar but not quite as pro- 
nounced. 


Despite this rising sales trend, the 
near-record output of new cars by 
manufacturers is boosting dealers’ 
stocks, although some rise in stocks 
normally takes place at this time of 
the year. 


District retail sales 
trail nation 


EPARTMENT STORE Sales in this dis- 

trict for November were run- 
ning 4 percent ahead of last year’s 
fall business. The increase for the 
first eleven months of 1955 was also 
about 4 percent. 


In the first two weeks following 
the Thanksgiving holiday (Novem- 
ber 24), district department store 
sales may not have maintained this 
year’s typical margin over 1954 re- 
ceipts. Twin Cities sales were only 
equal to or even slightly below 1954 
receipts for the comparable weeks. 
Duluth and Superior sales were 
down slightly in the first week of 
this period and up only 2 percent 
in the second. 


District furniture store sales 
for November showed no gain over 
a year ago. In spite of this neutral 
showing, sales were still up 7 per- 
cent for the first eleven months of 
the year. 


For the nation, department store 
sales in November were running 9 
percent ahead of a year ago and for 
the first eleven months of 1955, 7 
percent. In most other Federal Re- 
serve districts credit sales in these 
stores have risen much faster than 
in the Minneapolis district. For ex- 
ample, installment sales in the na- 
tion for October were 14 percent 
above the same period of last year, 
while in the Ninth district these 
sales were up only 2 percent. Ac- 
cording to preliminary figures in- 
stallment sales were down here in 
November. 





We 


e 
s 
y 
4 
S. 
e 


ot 


Current conditions .... 


Ten-month farm income 
down 2 percent 


ye lower prices from most 
farm products, high output and 
marketings from district farms has 
kept cash receipts from those mar- 
ketings at least as high in two of 
four states during the first 10 
months of 1955 as in the same 1954 
period. For the district as a whole, 
farm income was down just 2 per- 
cent from the 1954 receipts during 
January-October, a slightly more 
favorable trend than the average 3- 
percent decline in cash receipts ex- 
perienced by the nation’s farmers 
generally. 


For the 10-month period, North 
Dakota farmers received 9 percent 


Deposits: 
down in city banks, 
up in country banks 


Ee MEMBER BANKS in the Ninth 
district experienced a loss of 
deposits during the 12-month pe- 
riod ended October 26, a loss that 
amounted to more than the deposit 
gain at country member banks. For 
this reason, total deposits at member 
banks in this district receded slight- 
ly at a time when deposits in the 
remainder of the nation continued 
to grow. 


The bulk of the deposit loss at 
city member banks in the district 
represents withdrawals from bal- 
ances owned by banks and by the 
U. S. government. Thus, total de- 
posits fell by $70 million while de- 
posits due the government and due 
to banks fell respectively by $19 
million and $44 million. Meanwhile, 
at country banks, total deposits rose 
$55 million. 


An increase of $108 million in 
the earning assets of country mem- 
ber banks reflected both the deposit 
gain and the liquidation of corre- 
spondent balances indicated above. 
Earning assets of the city banks de- 


more for their marketings than a 
year ago. Minnesota farmers re- 
ceived the same. But cash farm re- 
ceipts were down 7 percent in Mon- 
tana, and, down 11 percent in 
South Dakota. 


Mainly responsible for the slight- 
ly more favorable showing of dis- 
trict farm income compared with 
the rest of the nation, is the 35-per- 
cent-larger wheat harvest this year 
compared with 1954. Most of this 
crop was high quality, high protein 
wheat, with some of it selling near 
enough to the support level to move 
for cash rather than into storage. 
Since support prices and market 
prices are only moderately below 
last year, this greatly increased 


clined slightly in the same period, 
additional loans having been fi- 
nanced by the liquidation of secur- 
ities and by borrowings. 

The reduction of correspondent 
balances and the heavy borrowing 
by banks—developments observed 
not only in this district but in most 
other districts as well—stem from 
efforts to satisfy the urgent demand 
for credit which confronts most 
banks and which has pushed short- 


volume has been a major factor in 
supporting district farm income. 


Along with an unusually acute 
boxcar shortage this fall, the move- 
ment of wheat under price support 
during the early fall months was 
substantially ahead of last year— 
amounting to 46 million bushels 
through November 15, compared 
with 38 million bushels moving into 
storage by November 15 a year ago. 
This constitutes a movement 24 
percent greater than a year ago. 


Corn also has been moving into 
storage at a somewhat more rapid 
rate than last year, although specific 
November 15 comparisons for dis- 
trict states are not available. 


term interest rates to the highest 
level in more than twenty years 
(see chart on page 1). 


Particularly worthy of note in 
connection with the movement of 
deposits at district banks is the 
marked reduction in time deposit 
growth. In the past year, time de- 
posits grew by $32 million; this is 
exactly half the amount of time de- 
posit growth during the previous 
year. It’s interesting to note that if 


DEPOSITS AND LOANS AT MEMBER BANKS, NINTH DISTRICT 


Millions of Dollers 


1949 1950 


sacdicnessscemecsoenchiamansssesceneced 
1951 1954 1955 
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Current conditions ... . 


banks in Minnesota (these include 
the largest city banks in the district) 
are omitted from the data, the 
growth of deposits in the past year 
compares favorably with the na- 
tional average. This is shown in the 
table. An encouraging sign suggest- 
ed by these figures is the fact that 
declining farm income has failed to 
reverse the postwar growth of de- 
posits at country banks. 


Bank debits 
show growth for 
most district cities 
URING the first eleven months of 
1955 bank debits in the Ninth 
district increased 8 per cent over 
the similar 1954 period. Individual 
state increases ranged from 3 per- 
cent in Michigan to 10 per cent in 
South Dakota. In North Dakota the 
percentage increase was 6, in Min- 
nesota and Wisconsin 8 and in Mon- 
tana 9. 


Since the district and state figures 
are based on summations of. local 
reports, it is evident that most local- 
ities shared in the general increase. 
Nevertheless, differences for the 
142 reporting cities ranged from a 
16 per cent decrease to a 28 per cent 
increase. The following table 
groups these cities according to 
their percentage change from last 
year, and indicates that close to 
nine out of ten cities experienced a 
rise and one out of ten a decline. 


Of the 123 cities showing an in- 
crease over last year, one-fourth 
rose more than 10 percent; the 
other three-fourths rose 10 percent 
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MEMBER BANK DEPOSITS 


{in millions) 


Michigan* 
Minnesota 
Montana 
North Dakota 
South Dakota 
Wisconsin* 


Ninth District 


*Ninth district part only. 


NINTH DISTRICT CITIES GROUPED BY 
PERCENTAGE CHANGE IN BANK DEBITS 
First 11 Months, 1955 vs. 1954 


Number 
of cities 


Percent 
of cities 


greater than 10% 
increase 


increase of 6 to 10%... 
increase of | to 5% 

no change 

decrease of | to 5%..... 
decrease of 6 to 10%.. 


greater than 10% 
decrease 


TOTAL 


or less. Of the 14 cities showing a 
decline, only three dropped more 
than 5 percent. Two of these, Calu- 
met and Lake Linden, located in 
Upper Michigan, were adversely 
affected by a three-month strike in 
the copper industry. 


Contrary to what might be ex- 
pected from declining farm income, 
the comparative January-Novem- 
ber bank debit figures for 1955 and 
1954 do not reveal any sharp dif- 
ferences in farm and non-farm 
areas. For example, the increase in 
24 larger district cities was 8 per- 
cent, or the same as the increase for 


10-27-54 


152,537 


Percentage 
10-26-55 


185 192 
2,494 2,439 
575 | 591 
284 284 
388 402 
206 207 
4,132 4,117 


155,108 


all 142 cities. At the same time, 
cities in South Dakota showed the 
largest relative increase over last 
year and only two of 30 cities in 
the Dakotas showed a drop in bank 
debits. Likewise, in Montana and 
northern Wisconsin—other strong 
agricultural areas—only three of 39 
cities showed a decline and in no 
case did it exceed 3 per cent. While 
not conclusive, it does appear that 
the drop in farm income has not 
been reflected to date in decreased 
spending in farm areas as compared 
to 1954. 


Although year-to-year percent- 
age changes as presented above do 
not indicate absolute levels of eco- 
nomic activity, they do suggest the 
direction and extent of economic 
change in a locality. 


In general it may be concluded 
that most localities in the district 
are sharing in the increased econom- 
ic activity of 1955. The magnitude 
of increases over 1954, however, 
varies substantially and in a few 
cities economic activity, as reflect- 
ed in bank debits, is smaller than 
a year earlier. END 





Economic Cee 


SIGNIFICANT HAPPENINGS 
IN THE NINTH DISTRICT 


1-Butte pipeline completed 


The Butte Pipeline Company fin- 
ished construction in November on 
the first crude-oil line leading from 
the Montana portion of the Willis- 
ton basin. Originating at Poplar, 
Montana, the new 452-mile pipeline 
joins existing carriers to transport 
the eastern Montana oilfield flow 
to refining centers at Chicago and 
Wood River, Illinois. 

The pipeline company, owned 
by a number of major producing 
interests in eastern Montana, hopes 
this added transportation facility 
will increase both development and 
exploratory drilling in adjacent 
areas. 


2- Williston refinery reopens 


Westland Oil Company of Mi- 
not, North Dakota has recently re- 
opened the refinery at Williston of 
the bankrupt Williston Basin Oil 
Refinery Corporation. A successful 
bid of $150,000 bought the closed- 
down refinery, and improvements 
are expected to cost an additional 
$350,000. The 1,200-barrel-a-day 
refinery is scheduled to be in full- 
scale operation in from four to 
six months. The firm distributes 
through its own dealers and other 
retail outlets. 


3-Black Hills utility builds 


The Black Hills Power and Light 
Company, with headquarters in 
Rapid City, South Dakota, is plan- 
ning a $2.5 million construction 
program for 1956. This proposed 
sum is additional to the $3.5 million 
construction now under way at the 
firm’s Kirk (South Dakota) plant. 


I 


The largest item on the new bud- 
get, over $1 million, is allocated for 
improvement and rebuilding of dis- 
tribution systems throughout the 
company’s territory and for build- 
ing substations at Rapid City, Stur- 
gis and Fort Meade. 


Three new transmission lines, a 
new switching station (at Rapid 
City) and equipment are budgeted 
at $846,000. 


Out of the general-use fund of 
$268,000, new office buildings are 
planned for Spearfish, Newcastle 
and Newell, and an addition to the 
Rapid City warehouse. 


4-Shopping center at Fargo 


Suburban Fargo, North Dakota 
will have a shopping center partially 
open for business by February 1, 
1956, with an initial 220-by-125- 
foot structure. Construction of the 
North Port shopping unit will pro- 
ceed during the winter and the en- 
tire $750,000 center is expected to 
be in operation by next spring. 


5-In-city shopping center set 


A ‘suburban-type’ shopping cen- 
ter will begin to rise in one of 
the older sections of South Minne- 
apolis in the spring of 1956. The 
site is a former car barn of the 
Twin City Rapid Transit Com- 
pany, adjacent to a heavily popu- 
lated sector of the city. 


Red Owl Stores, Inc., food chain, 
bought the site from the transit 
company and constructed a store 
there which was completed this 
summer. The new unit turned out 
to record the largest sales volume 
in the chain. Red Owl has sold the 


acreage to another firm and will 
continue its operation in the new 
center as a leaseholder. 


6- Hardware chain plans building 


In January, Coast to Coast Stores 
will begin construction of a $2.5-$3 
million, 400,000-square-foot build- 
ing in suburban Minneapolis. De- 
signed to serve as headquarters, 
warehouse and office for the firm, 
the building will be located on a 
20-acre tract owned by the com- 
pany and situated in the St. Louis 
Park-Hopkins industrial terminal 
locale. 


Coast to Coast Stores, which has 
over 350 employees at its home of- 
fice, deals in hardware, plumbing 
and heating equipment, household 
goods and furniture. The firm, 
which has five retail outlets in the 
Minneapolis area, covers 16 states, 
from Michigan west to the Pacific 
and south through Kansas. 


7-Winona to erect college dorm 


Winona State Teachers College 
is enlarging its campus facilities 
with the construction of an $800,- 
000 men’s dormitory and general 
student cafeteria to be ready for 
occupancy by 1957. The dormitory 
will house 200 men, and the cafe- 
teria will afford dining facilities for 
600 to 800 students in a single “L”- 
shaped building. 

Given top priority among the 
improvements planned for Minne- 
sota’s five teachers colleges, initial 
construction is to be financed from 
a $3,200,000 bond issue authorized 
by the 1955 Minnesota legislature 
for the entire improvement pro- 
gram. 
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IN THE FARM OUTLOOK 


Scant hope seen for 


reversal of lagging 


agricultural trends 


of the national economic 

picture, agriculture’s status 
is particularly significant this year. 
Not only has agriculture failed con- 
spicuously to share in the rising in- 
come and general prosperity so not- 
able for the economy as a whole, 
but the persistent decline of farm 
prices and income in the face of 
strongly rising national income has 
become a focal point of concern. 


Here in the Ninth district the de- 
cline of farm income since 1951 has 
been consistently more moderate 
than for the nation as a whole. Lat- 
est estimates show that farm income 
for the district was down 2 percent 
during the first 10 months of 1955 
compared with the same period in 
1954—in contrast to a 3-percent de- 
cline estimated for the nation. 


But while crop and income con- 
ditions differ for individual states 
and for local areas, the general 
price-cost climate for Ninth district 
farmers consists largely of the same 
conditions affecting the nation’s 
farmers generally. Agriculture it- 
self is caught in the cross-currents 
of a booming national economy 
and over-expanded production of 
farm products. The same forces 
that have brought higher employ- 
ment, prices and incomes to other 
segments of the economy have also 
kept farm production costs high, 
while high output of crops and 
livestock has been a major factor in 
pushing average commodity prices 
to lower and lower levels. 


A LWAYS an important part 
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MIGHT SCALE 


NET FARM INCOME has trended persistently down- 
ward since 1951—for the Ninth district as well as for the 
nation—at the same time that personal incomes for the 
nation as a whole have been moving steadily upward. 
These divergent trends highlight the current problems 
of agriculture, since rising national incomes and gener- 
ally prosperous conditions for the economy as a whole 
have not been reflected in farm prices and incomes. 


For the most part, these same 
economic forces which have been 
dominant in 1955 seem likely to 
continue so during 1956. This is the 
conclusion of U. S. Department of 
Agriculture economists, expressed 
at the USDA’s annual outlook con- 
ference late in November. The fol- 
lowing summary of major condi- 
tions affecting agriculture in the 
months ahead is based largely on 
their analyses and predictions. 


Demand is robust 


Clearly, the demand for farm 
products suffers from no lack of 
consumer income or spending. Both 
climbed to new high levels in 1954, 
and rose still more strongly in 1955. 
Consumer spending constitutes the 
major source of demand for farm 
products, since roughly 90 percent 
of all farm goods are consumed in 
this country. Foreign demand also 
is considered satisfactory for peace- 
time. Farm exports have increased 
in each of the past three years al- 
though still below the unusually 
high levels of 1951-52. Both do- 
mestic and foreign demand are ex- 
ES to at least maintain present 

vels, and may rise further in 1956. 


Along with increased purchases 
of home appliances, automobiles 
and other om of consumer goods 
—based p on expanded con- 
sumer colieveniaeatiies have in- 


creased their spending for food 
items as well. Consumers have spent 
roughly one-fourth of their dispos- 
able income for food each year 
since 1950, and the actual dollar 
spending for food has increased 
steadily each year. 


Thus, none of the decline of 
farm prices and income can rightly 
be attributed to slack demand or 
rae power. Rather, it main- 

reflects the high volume of farm 
cesdecden. 


Production in high gear 


Farmers in 1955 turned out the 
second largest crop in this nation’s 
history. They marketed a record 
volume of beef and near-record 
quantities of hogs and dairy prod- 
ucts. This was true in the Ninth 
district also. In 1955 American con- 
sumers enjoyed a per capita supply 
of 161 pounds of red meat per per- 
son—more than in any year since 
1908. 


Looking ahead, USDA forecast- 
ers see no reason, barring wide- 
spread drouth, why farmers will 
not continue to produce large sup- 
plies of crops and livestock. Some 
— in the production of beef 
and hogs are dea med ible in 
1956, but the large availability of 
feed grains suggests that any reduc- 
tions would be moderate. 





1951 1952 


CONSUMERS HAVE SPENT more for 
food each year as the total of personal 
disposable incomes (after taxes) has risen 
to successive new highs. Thus, the demand 
for farm products has been well supported 
at the retail level by high consumer in- 
comes and spending. 


Reflecting this large volume of 
marketings, prices of most livestock 
turned downward in 1955. Hogs 
were a dramatic example. Most 
crop prices too are lower than a 
year ago, reflecting larger supplies 
and lower support levels for those 
commodities eligible for price sup- 
port. Market prices for commodi- 
ties not moving under the support 
program are also lower than last 
year, in most cases. 


Economists observe that the pres- 
ent depressed state of farm prices 
despite high consumer spending il- 
lustrates the known tendency for 
the demand for farm products to be 
inelastic—that is, reduced prices 
tend to have less effect in stimulat- 
ing consumption than for most 
other commodities. This is especial- 
ly true when supplies are already 
plentiful. Thus, when surpluses ac- 
cumulate, prices may slump with 
relatively little response in the form 
of larger purchases. 


Costs hold firm at high levels 


With farm prices down, the 
other side of the squeeze on farm 
income stems from high farm oper- 
ating costs, which have held steady 
at high levels. In fact, were it not 
for the sharply lower prices of re- 
placement livestock, feed and some 
other farm-produced items, the 
average of prices the farmers pay 


index 1947-49=100 
135 


1954 1955 


FARM OUTPUT has continued to rise. 
Livestock production has moved steadily 
upward in the past few years. Total crop 
output in 1955 was barely short of 1948's 
all-time record production. High output 
has become a general condition affecting 
prices of most farm commodities. 


for things used in production 
would be rising rather than stable. 
Prices of farm machinery, equip- 
ment and other manufactured sup- 
plies have been edging up in recent 
months—mainly because wage and 
material costs in these industries re- 
flect business and industrial factors 
rather than farm prices or income. 


Little change in these price-cost 
relationships is seen for 1956. Econ- 
omists generally agree in that busi- 
ness will continue to expand during 
1956, but at a more moderate rate. 
Further growth will be geared to 
limited additions to plant capacity 
and some increase in the labor 
force. 


Marketing takes more 


Another important factor, mar- 
keting and processing costs, has 
put an additional pinch on the in- 
come squeeze for farmers. Charges 
for processing, marketing and trans- 
portation services have been going 
up too. Costs in these industries 
also are largely related to condi- 
tions in the industrial part of the 
economy and do not necessarily 
vary according to changes in the 
level of farm prices and income. 


As a result, income received by 
farmers has been weakened further 
by these higher marketing costs. 


Thus, the outlook for agriculture 


PRICES PAID BY FARMERS for equip- 
ment and operating supplies have held 
firm in the face of declining prices for 
commodities farmers sell—but prices of 
manufactured items have edged upward 
each year; lower prices for feed and live- 
stock have kept the average stable. 


1952 


PRODUCTION EXPENSES have held 
steady at the same time that gross in- 
come has become smaller, with the result 
that expenses have become a larger pro- 
portion of total income; net income a 
smaller margin of the total. Only in 1932 
were production expenses a higher pro- 
portion of gross farm income than cur- 
rently, although the two periods are hard- 
ly comparable. 


during the months ahead—to the ex- 
tent that it is now foreseeable—in- 
dicates little change in the trends of 
high production, high costs and re- 
dual prices. The returns to agri- 
culture as a result are not expected 
to improve and may even decline 
further in 1956. Farmers who con- 
tinue to stress efficient, low-cost- 
per-unit production will probably 
find this the best means of main- 
taining their financial position and 
profits during the year ahead. 
END 
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banner year 


a 


in 


construction 


distinctive features. The one 

in 1955 was the first ‘normal’ 
economic boom since World War 
II. It was generated within the pri- 
vate economy by consumer de- 
mand for more houses, cars and 
other durable goods. 


Construction activity in the 
Ninth district, as in the nation, con- 
tributed substantially to the boom. 
Mortgage terms were liberalized in 
1954, especially in the larger cities, 
encouraging many to buy homes. 
As a result, the number of houses 
built in this district in 1955 ex- 
ceeded the record set in 1950. 
Manufacturers and _ distributors 
were encouraged by the rising 
volume of business, and they ex- 
panded their facilities. This expan- 
sion was reflected in the growing 
volume of industrial and commer- 
cial building. 


F ss ECONOMIC boom has 


Largest increase in 
construction employment 


Employment trends are impor- 
tant barometers of business condi- 
tions. In this district in 1955 the 
largest acceleration in employment 
occurred in the construction in- 
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Number of New Dwelling Units 


Monthly figures show wide seasonal swings 


ane 2 


BUILDING PERMIT ACTIVITY BY MONTHS* 
*Total of Minnesota, Montana, North and South Dakota 


PERMITS authorizing the construction of new dwelling units continue at a very high 
general level in spite of a tendency to drop below year-ago figures in recent months, 
Actual construction generally follows the issuance of building permits by no more 


than a month or two. 


dustry, despite completion of large 
public projects in the Missouri 
Basin development program. 

Although construction workers 
account for only about 7 percent 
of the district’s non-farm employ- 
ment, one-third of the total rise in 
employment during the past year 
occurred in the construction in- 
dustry. High employment in con- 
struction projects continued into 
the fourth quarter. In fact, the 
number of workers employed as of 
mid-October was even further 
above the year-ago total than was 
true in the third quarter. However, 
in November the activity in con- 
struction projects dropped sharply. 
Winter arrived from three to four 
weeks ahead of schedule in this re- 
gion, causing many contractors to 
shut down. 


Residential builders 
had another big year 


Residential building in this dis- 
trict is subject to wide seasonal 
swings as may be observed on the 
chart above. In the winter housing 


starts are at a low point and in the 
spring they generally rise to a peak. 
Occasionally, as in 1954, starts, as 
measured by building permits, re- 
main at a high level well into the 
summer. This year, however, hous- 
ing starts in the district established 
a new high record in April of over 
3,300 dwelling units begun. Since 
then the number of new starts has 
declined in the Ninth district (al- 
though, for the U. S., the number 
of starts in May and June was 
greater than in April). 


In order to show the long-run 
trend in building permits, a 12- 
month moving average — which 
eliminates the seasonal swings— 
was plotted in the chart above. 
From this trend line it can be seen 
that this district experienced a 
much higher level of home build- 
ing in 1954 and 1955 than in 1950. 


Need for housing 


The growth of households in the 
larger metropolitan centers has 
been due to the natural growth in 
population plus the migration to 





these centers from rural areas on an 
unprecedented scale, thus maintain- 
ing a strong need for additional 
housing. Furthermore, the stock of 
existing houses in this district is old. 
When the 1950 Census of Housing 
was taken, more than half of the 
existing houses were over thirty 
years old. (National averages re- 
vealed 45 percent of all houses were 
over thirty years old.) Following 
the depression of the thirties many 
urban dwellers, as well as farmers 
in this area, rebuilt their businesses 
before tackling their residences. As 
a result many houses now are be- 
yond repair. The demolition of an 
increasing number of old houses 
has contributed materially to the 
demand for new ones. 


Income and credit 
control housing demand 


Rising employment and advanc- 
ing weekly earnings have enabled 
an increasing number of families to 
qualify for mortgage loans. In a 
number of district cities average 
weekly earnings last fall set new 
records. Both overtime work and 
increased hourly rates have contrib- 
uted to the high earnings. 


Liberal terms on mortgage loans 
were granted in 1954 as a large sup- 
ply of credit became available to 
financial institutions. Moreover, 
terms of FHA-insured mortgage 
loans were liberalized in the Hous- 


ing Act of 1954. 


The down payment schedule was 
reduced significantly. For example, 
the minimum down payment on 
new houses appraised at $12,000 
was reduced from $2,400 to $1,200 
and on those appraised at $15,000, 
from $3000 to $1,950. On existing 
houses the schedule of minimum 
down payments was set only slight- 
ly higher. Thus, the minimum 
down payment is $1,650 on houses 
appraised at $12,000 and $2,400 on 
those appraised at $15,000. 


The maximum maturity on new 
houses was increased from 25 to 30 
years and on existing houses from 
20 to 30 years. On the latter the 
maturity cannot exceed three- 
fourths of the remaining life of the 
structure as estimated by the FHA. 


Mortgages on these terms were 
readily available far into 1955. As 
economic activity increased follow- 
ing the 1953-54 recession, supply 
as well as demand for credit ex- 
panded sharply this year to unusu- 
ally high levels. The relatively 
greater increase in the demand for 
credit, however, caused lenders to 
gradually tighten terms on mort- 
gage loans. 


Large investors in mortgages, 
such as insurance companies, at- 
tempt to maintain a minimum dif- 
ferential between the net yield on 
Federally underwritten mortgages 


CONSTRUCTION EMPLOYMENT IN THE NINTH DISTRICT* 


Thousands of Employees 


195) 
*Except counties in Wisconsin 


WINTERTIME employ- 
ment in the construction 
industry has usually fall- 
en to half that of sum- 
mer. The average level 
of employment during 
1955 has been the high- 
est on record, 


and those on government bonds 
and other long-term securities. As 
the yield on government bonds and 
other long-term securities rose in 
1955, mortgage loans in the secon- 
dary market began to sell at a dis- 


count to increase the net return to 
the holders. 


In small communities interest 
rates on conventional mortgage 
loans are seldom changed. How- 
ever, the number of mortgage loans 
approved is changing continuously. 
For instance, when a local bank or 
a savings and loan association wish- 
es to hold down the investment in 
mortgages, it limits such loans by 
becoming more selective with ap- 
plicants. 


A number of other restrictive 
measures were adopted in 1955 
which pertain directly to mortgage 
loans: (1) In April the Veterans 
Administration prohibited the in- 
clusion of ciosing costs in VA guar- 
anteed mortgage loans; (2) Effec- 
tive August 1, the Federal Housing 
Administration and VA _ raised 
minimum down payments on mort- 
gage loans by two . percentage 
points and shortened maturities 
from 30 to 25 years; (3) On Sep- 
tember 7 the Federal Home Loan 
Bank System informed its member 
savings and loan associations that 
credit would no longer be available 
for commitments or any new loans 
made thereafter. In effect this lim- 
ited the amount of new mortgage 
loans to the volume of new savings 
and repayments on loans. 


The latter measure was particu- 
larly effective in tightening mort- 
gage credit. Some savings and loan 
associations in this district changed 
their mortgage lending policies im- 
mediately. In a few instances com- 
mitments outstanding made to ac- 
cept mortgages were turned over to 
commercial banks. 


More recently steps were taken 
to ease slightly the above restric- 
tions on mortgage lending. In No- 
vember FHA officials removed the 
additional 2 percent down-payment 
requirement on loans to servicemen 
and on houses included in urban re- 
newal programs or used to relocate 
persons displaced by such projects. 
In addition the maximum maturity 
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was increased to thirty years on the 
two latter types of loans. In De- 
cember the directors of the Fed- 
eral Home Loan Banks restored 
to their member savings and loan 
associations permission to borrow 
an amount equal to 5 percent of 
their share holdings, provided the 
total loans outstanding do not ex- 
ceed 10 percent of the shares. 


It remains to be seen how much 
the restoration of a line of credit to 
savings and loan associations will 
increase the granting of mortgage 
credit by the associations. The cur- 
tailment in mortgage credit extend- 
ed that followed the September di- 
rective was traced to psychological 
factors, as well as to a shortage of 
funds. Managers of many associa- 
tions began to carry larger cash re- 
serves for emergencies instead of 
relying on credit from the Federal 
Home Loan Bank. 


Non-residential construction 
at high level 


Aggregate non-residential con- 
struction exceeded by a substantial 
margin the volume of residential 
building. In the first 10 months of 
1955 the amount of contracts 
awarded in this classification was 
two-thirds more than for residen- 
tial building. (Of course, contracts 
are not awarded for all houses built. 
. . . A few owners do their own 
contracting or do part of the work 
themselves, and in such cases gen- 
erally no formal contract is let.) 


The amount of contracts award- 
ed in the first 10 months of 1955 
in the Ninth district exceeded the 
amount awarded in the entire year 
of 1954 by 2 percent. Among the 
larger projects have been industrial 
plants, additions to existing plants, 
grain elevators, warehouses, shop- 
ping centers, and bank and office 
buildings. 

A rapidly growing school popu- 
lation has maintained the boom in 
the construction of public and pri- 
vate educational Sahdiees-tieane. 
tary, secondary, and college. Pro- 
jections for future school enroll- 
ment indicate such construction 
will likely continue at a high figure. 

END 
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How tighter money and credit affect farmers 


On several occasions recently we have been asked whether the 
restrictive monetary policies of the Federal Reserve System might 
not result in higher costs to farmers. The reasoning is that tighter 
credit might make it necessary for lenders to charge higher in- 
terest rates on production loans to farmers, increasing interest 
costs for those who borrow money. 


We think most bankers would reply to this by saying that 
monetary restraints (along with other factors) have not yet had 
any substantial effect on rates charged farmers for short-term 
borrowing at banks. Risk, and the services provided in connection 
with such loans to farmers, are much more important cost factors. 


Furthermore, credit restraints at the national level are almost 
certain to benefit farmers at this time. Present monetary policies 
are designed to help restrain inflationary price rises—among them 
increases which affect the costs of things farmers use in pro- 
duction. Recently, extremely strong demand has been pushing 
prices of many industrial products upward. The demand for steel 
and other critical materials is now so great that plants have been 
unable to satisfy current demand even though operating at full 
capacity. Wage rates have also been rising, reflecting this same 
high level of business activity. If money and credit were allowed 


to expand freely, prices and wages could and very probably would 
rise further. 


Since prices of most equipment and manufactured supplies 
that farmers buy are directly affected by these price and wage 
trends, it follows that anything which restrains price increases 
helps to hold farm costs in line. Thus, the present policy of active 
restraint in the money market helps to hold farm costs in line. 
Such costs would in most cases have a more direct effect on farm 
profits than do interest rates on short-term farm loans. 


Flow of Funds Book Available 


Flow of Funds in the United States, 1939-1953, is now available 
from the Board of Governors of the Federal Reserve System, Washing- 
ton 25, D. C. The book presents and explains a new accounting record 
designed to picture the flow of funds through the national economy. 
In the flow-of-funds system of national accounts, data on transactions 
made with the use of money or credit are grouped into statements of 
sources and uses of funds for the major ‘sectors’ of the economy. (Sam- 
ple ‘sectors’: consumers, corporate business, banking system.) 


The first chapter of the book, containing summary tables and a 


general description, appeared in the October 1955 Federal Reserve 
Bulletin. 


Those interested in studying our economy may find the flow-of- 
funds system a useful tool for evaluating transfers of credit or money. 
The price of the book is $2.75. 
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